
by JOHN A. GORMAN 

Recent Financial Developments 
I NVESTMENT, saving, and bor
rowing have shown Uttle change in the 
aggregate over the first nine months of 
this year despite wide swings in com
ponents. Among the various invest
ment categories, business fixed asset 
spending moved up sharply, while 
inventory investment and residential 
construction declined. A $10 billion 
rise in total private saving was matched 
by a shift of similar amount from a 
Government surplus to a deficit on 
national income and product account. 

So far this year, this pattern of 
stability in aggregate measures and 
wide swings in components has been 
evident also in financial flows. As 
compared with the final quarter of 
1963, there were increases in corporate 
security issues, consumer credit, one-
to four-family residential mortgages, 
and Federal Government borrowing, 
but reductions in bank lending to 
business, multifamily residential and 
commercial mortgages, and State and 
local security issues. 

There was little movement in interest 
rates over this period: at the end of 
September both short- and long-term 
interest rates were little changed from 
the levels reached at the beginning of 
the year. 

Monetary policy easy 

During the first three quarters of 
1964, the Federal Reserve continued 
its stimulative credit policy. I t sup
plied reserves to the banking system 
by purchasing Treasury securities in 
quantities adequate to permit a near-
record growth in bank credit, without 
increases in bank borrowing from the 
Federal Reserve. 

The ready availability of reserves 
encouraged banks to continue to extend 
credit at a near-record pace (see chart). 
Loans rose sharply during the second 
quarter, but as demand eased during 
the summer quarter, banks rebuilt 
their holdings of U.S. Government 

securities and resumed purchasing ta.x-
exempt securities on a substantial scale. 

With a higher portion of credit ex
pansion taking the form of demand 
deposits this year than in other recent 
years, a larger volume of Federal Re
serve open market purchases was re
quired to maintain an adequate level 
of bank reserves. 

Corporations step up investment 

Nonfinancial corporations stepped up 
their fixed investment by an average 

of $1 billion per quarter during the 
first nine months of the current year 
at seasonally adjusted annual rates. 
This was the fastest rate of increase 
since the 1956-57 investment boom. 
The pace of corporate spending quick
ened in all major industries, but was 
particularly sharp in manufacturing. 
Public utility investment spurted, with 
the rate approaching the previous 
record set in 1957. 

The increase in fixed investment was 
almost exactly matched by a wide-
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spread decline in the pace of corporate 
inventory buying. Total corporate pur
chases of physical assets were thus ap
proximately unchanged over the period 
under review. 

Since the start of the year, the rate 
of increase in total corporate internal 
funds was the sharpest recorded during 
the postwar era except for the initial 
quarters of recovery from cyclical lows. 
The cut in corporate taxes was a major 
factor in this rapid increase but con
tinued growth in business activity also 
contributed to the advance. 

With mtemal funds expanding and Uttle 
chimge in total investment outlays, cor
porations continued to add substantial 
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amounts to their liquid assets, as they 
have throughout the present expansion. 

Despite the improvement in cor
porate liquidity, there was a stepup 
in long-term external financing. In 
part this heightened use of external 
funds reflected the fact that certain 
industries which normally rely sub
stantially on external funds—e.g., utili
ties, and real estate firms—expanded 
their investment outlays. 

Corporations more liquid during 

current advance 

Corporations have been more liquid 
than they have been in prior periods of 
economic expansion. Many factors 
have contributed to this difference. 
Most striking, perhaps, has been the 
continued rise in internal funds through
out the current expansion. During 
previous expansions, there was a dis
tinct tendency for profits—and there
fore internal funds—to level off and 
then decline as the economic advance 
matured. This time, profits have 
tended to rise throughout the business 
expansion. A number of Federal 
actions affecting taxes during recent 
years have also tended to raise internal 

funds: during 1962, depreciation rules 
were liberalized and the investment 
credit instituted; while this year there 
was a cut in corporate income tax rate. 

A lower rate of inventory accumula
tion also contributed to greater liquidity 
this time; the increase in inventories 
has not been enough to keep inventory-
sales ratios from falling, in contrast to 
the rapid buildups which occurred 
during prior advances. The rise in 
plant and equipment spending this 
time has also been somewhat smaller 
than in earlier business expansions. In 
the current expansion the better profits 
position relative to investment require
ments has been reflected both in the 
reduced importance of external long-
term financing and in the buildup of 
corporate liquid assets. In earlier peri
ods, firms stepped up their external 
long-term financing as the expansion 
wore on and drew upon previously 
accumulated liquid assets to finance 
some of their expanded investment 
outlays. 

Consumer borrowing continues rise 

Neither the marked rise in personal 
saving during the second quarter nor 
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the return to a more normal saving 
rate in the third seemed to have any 
significant effect on consumer borrow
ing, which continued to rise through
out the period under review. In large 
part this reflects the fact that much 
consumer borrowing is associated with 
the purchase of autos and other big-
ticket items, which have moved up this 
year. 

A large part of the increase in bor
rowing was to finance larger sales of 
residential housing. Although housing 
starts declined, purchases of new and 
existing houses continued to rise, as did 
extensions of one- to four-family mort
gage debt. With only a moderate 
increase in the volume of debt repay
ments, record amounts have been added 
to consumer and mortgage debt this 
year. 

On the whole, individuals continued 
to add substantially to their holdings 
of liquid assets during the past three 
quarters. There was some shift away 
from time deposits and savings and 
loan shares toward currency and de
mand deposits. 

There was much evidence of renewed 
participation by individuals in the 
stock market: several major stock issues 
had substantial participation on the 
part of small investors and there has 
been a marked increase in mutual fund 

, and odd-lot purchases. Together with 
heightened institutional activity, this 
expansion of individual interest has 
helped to increase stock prices through
out the year. By September, the 
Standard and Poor index of industrial 
stock prices stood 13 percent above the 
level at the opening of 1964. 

Govern ment finances 
The Federal Government cut taxes 

quite sharply early this year. As a 
first result of this stimulative move, the 
Government's income and product sur
plus of $% billion in the final quarter of 
1963 was reduced to a deficit of $2K 
billion in the first quarter of 1964, and 
fell further to a deficit of about $8 
billion in the second. Rising business 
activity and a small decline in expendi
tures brought the deficit to about $5 
billion in the third quarter. 

Federal borrowing moved up over 
this period. However, the rise was 
much less than would have been needed 
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to finance the swing in the deficit, had 
this deficit been fully reflected in the 
cash position of the Government. The 
need for borrowing was minimized by 
the fact that corporation tax payments 

were higher than accruals, both because 
of a speedup in tax payment schedules, 
and because a substantial volume of 
taxes were being collected on income 
taxed at the higher 1963 rates. 
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17.0 

4.4 
10.2 
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4.3 
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?^7 
.2 
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W 
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Source; U.S. Depnrtment of Commerce, Olllce of Business Economics, based on Securities and Exchange Commission, 
other flnanclnl data. 
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